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FOREIGN ECONOMIC TRENDS AND THEIR IMPLICATIONS FOR 
THE UNITED STATES FEDERAL REPUBLIC OF GERMANY 
DECEMBER 1982 


Key Economic Indicato-s: Germany 
Exchange Rate as of Dec. |, 1982 
U.S. Dollars 1.00 equals DM 2.4584 Percentage Change 


1981 1982 |/ 80/79 81/80 82/81 2/ 
Income, Production, Employment 


GNP at current prices (DM bill.), 

first half 1,543.1 
Private consumption 874.1 
Government consumption 319.8 
Fixed Investment 339.3 

GNP at 1976 prices (DM bill.), 

first half 1,261.9 

GNP price deflato’, first half 122.3 

Per capita GNP, current prices 

(DM), first half 25,004.5 

Disposable income (DM bill.) 6/82 1,011.9 

Savings as percent of disposable 

income 14.9 

Empioyment (1,000s) of wage salary 

earners industrial 8/82 7,490.0 

Unemployment rate 3/, 10/82 5.5 

Productivity gain 4/, 6/82 - 
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Indices: 


New industrial orders, value 
(1976 equals 100) 9/82 

Industrial Production 
(1976 equals 100) 9/82 

Retail sales value 
(1970 equals 100) 9/82 

Industrial wages per employee 
(1976 equals 100) 8/82 

Cost of living (1976 equals 100) 
10/82 

Industrial prices (1976 equals 100) 
3/82 


Money 


Money supply (M 1; DM bill.) 6/, 9/82 255.3 248.5 
Domestic credit outstanding 

(DM bill.) 6/, 9/82 1,609.2 1,664.7 
Federal debt outstanding, domestic 

(DM bill.) $/82 262.0 285.7 
Annual federal debt service (DM bill.) 

$/82 18.0 22.8 
External debt (DM bill.) 6/, 9/82 0.0 0.0 
Interest rate, Central Bank 6/, 10/82 7.9 6.0 
interest rate, Special Lombard 6/, 10/82 10.5 5/ 7.0 
Interest rate, Comm' Bank med. ° 

term 6/, 10/82 15.0 12.9 


Balance of Payments and Trade 


Gold and foreign exchange reserves 6/, 
(DM bill.) 10/82 
Balance of payments (basic balance 
DM bill.) 9/82 
Balance of trade (DM bill.) 9/82 
Exports, FOB (DM bill.) 9/82 
U.S. share (DM bill.) 9/82 
Imports CIF (DM bill.) 9/82 
U.S. share (DM bill.) 9/82 





Main Exports to U.S., Jan. - Aug. 1982: (Dollars mill.) 
Motor vehicles 2,491; Machinery 1,481; Chemicals 903; 
Electrical equipment 571; Optical and precision mechanical 
products 27. 


Main Imports from U.S., Jan. - _ 1982: (Dollars 
mill.) Machinery 386; Chemicals |,392; Electrical 


equipment 1,005; Edible fats and oils 710; Aircraft 543. 


|/ Cumulative through latest date shown, except for items 
marked 6/. 

2/ 1982 through latest date shown over the same period ir 
1981, except for items marked 6/. 

3/ As percent of dependent labor force; seasonal ly 
adjusted. 

4/ \ncrease in real domestic product per worker. 

5/ Special Lombard rate. 


6/ As of year end 1981, and as of latest month shown for 
1982. 1982 percentage changes indicate changes of latest 
date shown over comparable date in 1981. 





SUMMARY 


The projected recovery of the West German economy has 
failed to materialize. Strong growth in the volume of 
exports, a support for the economy throughout 1981, has 
significantly moderated in 1982. Export orders have also 
been trending downwards throughout the year. The domestic 
economy stagnated during the first half of 1982, and then 
moved more deeply into recession during the third 

quarter. GNP is expected to be down in 1982 by about one 
percent in comparison with last year. 


On the positive side, the current account is projected to 
be in approximate balance in 1982 and the pace of increase 
in prices has clearly been moderating. Consumer prices in 
September, October, and November were up less than five 
percent on the corresponding months one year ago. 


In October a new CDU/CSU-FDP government, with Chancellor 
Helmut Kohl at its head, replaced the SPD/FDP coalition 
which had governed West Germany for thirteen years. The 
new Government has proposed a 1983 budget with a sharply 
higher deficit than its predecessor. Most of the planned 
increase in new borrowing results from more spending for 
unemployment compensation, and less than anticipated 
increases in tax revenue because of the projected 
stagnation of the economy. 


Interest rates, short and long have been moving downward, 
and monetary growth has accelerated in comparison with 
last. year. Real interest rates remain high. 


Most recent projections of economic activity in 1983 
foresee an upward trend beginning sometime next year, but 
of insufficient strength to avoid continuing stagnation in 
year-over-year comparison. 


Agriculture had an excellent production year because of 
favorable weather conditions. Agricultural income should 
rise in real terms. 


The markets for sports equipment and security equipment in 
West Germany show prospects for above average growth over 
the next few years. The home entertainment market -- both 
for hardware and programming material -- might also be 
opening up to a greater extent in the FRG. These areas 
merit the interest of American suppliers. 





Recovery Proves Elusive 


The West German economy continues in the doldrums. The 
widely held view that recovery would begin this year has 
proved erroneous. The gross national product, a measure 
of the value of total West German production, stagnated in 
real seasonally adjusted terms during the first quarter, 
declined slightly during the second, and was down sharply, 
for West German experience, in the third quarter. Most 
projections foresee a decline in GNP of about one percent 
in real terms this year. 


Export Growth Moderates, Export Orders Down 


Real export growth, which gave the economy its only bright 
spot in 1981, moderated significantly in the first three 
quarters of this year. Moreover, the volume of export 
orders declined as the year wore on. 


The decline in export demand has generally been ascribed 
to weak growth performance everywhere, and financial 
problems in key markets of special importance to West 
Germany (OPEC because of declining oil revenues, state 
‘trading countries and non-oil developing countries because 
of debt servicing difficulties). 


As further strong growth in exports became unlikely, and 
the wave of domestic bankruptcies, particularly the large 
AEG affair, shocked the business community, a deeper 
pessimism developed in the domestic economy. This was 
clear from low points reached by such mood barometers as 
the ifo*business climate survey. 


Export performance had long been the only bright spot in 
an otherwise depressing economic landscape. Private 
consumption fell in real terms last year, and has been 
weak through the first half of this year. Most observers 
do not foresee a quick recovery in private consumption, 
since growth of real disposable income has stagnated. A 
high rate of savings, above the average of the recent 
past, could foreshadow an increase in personal 
consumption. Observers have been guarded in projecting 
much of a decline in the savings rate, however, since 
future economic developments are uncertain and job 
insecurity remains high as unemployment continues to grow. 


*Munich Economic Research Institute 





Government consumption has also remained under pressure as 
efforts at deficit control continue at Federal, state and 
local levels. If anything, the pressure on government 
consumption is likely to intensify. 


Real investment in equipment fell year-over-year in 1981 
and continued down in the first half of 1982. Many 
reasons have been put forward for this weakness in 
equipment investment: high real interest rates, 
significant underutilization of current capacity, economic 
and political uncertainty, and the weak financial 
condition of West Germany's firms. The net result is a 
“wait-—and-see" attitude, “Attentismus" in German, a widely 
used word to characterize the current mood. 


Observers of the economy remain uncertain whether the 
cumulative changes in the tax treatment of investment over 
the last year or so -- including, significantly, a 10 per- 
cent investment tax credit, which expired at the turn of 
the year —-— will be able to stimulate equipment investment. 


On the other hand the low point in construction investment 
seems to have already been*crossed, and a modest recovery 
is likely this year. Construction investment showed the 
sharpest year-over-year. decline of any of the major 
components of GNP in real terms in 1981. The decline was 
particularly steep during the winter months of late 1981, 
and continued into early 1982. Unemployment in the 
construction sector has been very high. 


By the second quarter of 1982, however, observers began to 
see a modest increase in demand for residential 
construction. Real construction investment in the second 
quarter of 1982 was up significantly in comparison with 
the two dismal preceding winter quarters. 


Under the influence of falling nominal interest rates, and 
the recently announced government stimulation programs, a 
modest recovery in the construction sector, beginning from 
a very low level, is generally expected. 


Current Account 


West Germany's current account was in the red to the tune 
of DM 29 96 billion in 1980. A traditional FRG surplus on 
trade was insufficient to cover equally traditional 
deficits in the other two components of the current 
account: the services balance and the transfers balance. 





In 1981, the current account, led by the trade balance, 
showed clear signs of recovery. The deficit was reduced 
to DM 17.2 billion. In 1982, the recovery on current 
account has continued. The current account was only very 
modestly in deficit after three quarters (DM 30 million 
seasonally adjusted). Most observers expect the fourth 
quarter to complete the return of the current account to 
aproximate balance. Germany's five leading economic 
research institutes also project a surplus on current 
account of DM 10 billion for 1983. 


Prices: Downward Trend for 1983 


In 1981 producer prices for industrial products were up 
7.8 percent year-over-year. Consumer prices rose 5.9 
percent. The increase in both of those price indices has 
been moderating during 1982, but it is only since 
September that the consumer price index has fallen under 5 
percent in year-over-year comparison. Administered price 
hikes and consumption tax increases are frequently 
mentioned as the reason for the stickiness in downward 
price movement during 1982. 


An excellent harvest, and continuing weakness of 
international commodity markets, plus restrained wage 
settlements against a background of high unemployment, are 
generally expected to contribute to further moderation of 
prices. The Council of Economic Experts has factored a 
planned increase in the value added tax of one percentage 
poirt beginning at mid-year into its projection for a 
year-over-year increase in consumer prices for 1983 of 4 
percent. 


Unemployment Hits New Highs 


Unemployment has grown in seasonally adjusted terms every 
month since February of 1980. In September, the 
seasonally adjusted unemployment figure crossed the two 
million mark. Temporary layoffs and forced reductions in 
shiftwork were also on the rise. No economic observer in 
West Germany sees any reason for optimism about 
developments on the labor market. The seasonally adjusted 
unemployment rate for the labor force stood at 8.5 percent: 
in November of 1982. It is generally expected to 
deteriorate further during the winter months and to 
average 9.5 percent, about 2.35 million unemployed, this 
year. 





High levels of unemployment in West Germany are not only a 
product of the long recession. An excess of new entrants 
over people leaving the labor force, and structural 
factors such as a long term decline in certain key 
industries, plus a rapidly changing world economy, are 
frequently mentioned as contributing factors. Even with 
an assumption of rising rates of economic growth, studies 
project continuing high unemployment over the next few 
years. 


Kohl Replaces Schmidt as Chancellor, New Government's 
Budget Proposes Stimulation for Housing, Some Tax Relief 


for Business 


In October 1982 the SPD/FDP government which had governed 
West Germany for 13 years fell on a “constructive vote of 
no confidence." Under this unique parliamentary 
procedure, the Bundestag named a new Chancellor, Helmut 
Kohl, as a part of the same motion which brought the 
Schmidt Government down. 


The new CDU/CSU/FDP Government made the 1983 draft budget 
one of its highest priorities. A few short weeks after it 
came to power, the new Government reviewed and updated the 
1983 budget of its predecessor and resubmitted it to the 
Bundestag. 


The new Government's 1983 budget has a significantly 
higher planned deficit than the former Government's 

draft. (DM 41.5 billion versus DM 28.4 billion.) Much of 
the increase in planned new borrowing is ascribable to a 
more pessimistic economic outlook. When the economy 
deteriorates, payments for unemployment compensation rise, 
and tax receipts are less than originally expected. To 
restrain the growth in the deficit the new Government 
added some additional cuts in welfare services, and it 
increased social welfare contributions above the level 
planned by the former Government. 


Overall spending is expected to increase from a projected 
growth rate of 1.9 percent in the former Government's 
budget to 2.9 percent in the revised draft. Much of the 
increase is scheduled to go for about DM 2.5 billion of 
housing subsidies if the new budget and accompanying 
legislation is passed. These subsidies are supposed to 
encourage construction of rental housing in commuter 
suburbs. Provision is also made for a one percentage 
point increase in the value added tax, and a “forced loan" 





from high ineome earners which is to be paid back in five 
years. Tax advantages to encourage the takeover of firms 
threatened by bankruptcy, and a reduction of a widely 
criticized business tax, are also planned. Some 
de-control of rental housing is also part of the new 
Government's proposals. 


Montetary Policy 


This year the Bundesbank reaffirmed its target range for 
the growth in central bank money at the 1981 level of 4 to 
7 percent. In setting the target, the bank said that if 
economic conditions permitted, it would let central bank 
money grow in the upper range of the target corridor. In 
fact central bank money has been growing at about a 6.5 
percent rate for most of the year. During 1981 central 
bank money grew at a 3.5 percent rate. 


The Bundesbank has also reaffirmed the 4 to 7 percent 
central bank money target for 1983, again expressing the 
intent to allow central bank money to grow in the top of 
the range if the economy remains weak and the price and 
external economic situation permits. 


Nominal interest rates have been coming down throughout 
‘the year. The Bundesbank's special Lombard rate was 
reduced: from 10 1/2 to 10 percent last January, from 10 to 
9 1/2 percent in March, and in May the Bundesbank returned 
to the normal Lombard credit at 9 percent. It then 
reduced the Lombard credit in three steps in August, 
October. and December -—- each time a one percentage point 
reduction —- to the current level of 6 percent. 


During roughiv the same period, the average return on 
taxable domestic bonds of more than four years maturity 
fell from 9.8 percent to slightly below 8 percent. 


Because price increases have been abating more or less as 
fast as interest rates, however, real interest rates 
remain high in the FRG. . 


Most observers expect that interest rates will continue to 
come down in West Germany, provided that world interest 
rates continue their downward. trend. 





Projections for the FRG Economy in 1983 


Projections of economic activity this year have been made 
particularly difficult by political uncertainty, linked to 
the national election scheduled for March 6, 1983 and the 
question of whether recovery in other industrial countries 
will stimulate growth in world trade. 


The Government's ministerial committee responsible for 
economic projections foresees no real growth in GNP 
year-over-year for 1983. Like most other analysts, the 
Government projects some upward movement in the economy as 
the year progresses, but not enough to yield real growth 
in year-over-year comparison. A more optimistic prognosis 
for one percent real growth in GNP ha., been made by the 
West German Council of Economic Experts. 


The crucial variables for most projections are investment 
in equipment, and the contribution to GNP from export 
growth. Unemployment is generally expected to continue 
high, even by those forecasters who foresee a return to 
real growth. 


German Agriculture 


Farm income in 1981/82 is expected to increase slightly, 
in real terms, after a nearly 13 percent nominal drop the 
year before. Agriculture -in 1982 will experience a good 
to excellent year in terms of production of a number of 
commodities. 


The 1982 grain harvest hit a record of 24.7 million metric 
tons, about 1.9 million mt above last year's level, or 0.8 
mt above the 1978 record. Grain quality is reported to be 
good to excellent. Milk production for 1982 will rise by 
2 percent, a sharper increase than the 0.3 percent in 
1981. Poultry-meat output will show only a limited 
increase in 1982 compared to the previous year. As a 
result of favorable weather, output of practically all 
fruits is likely to be excellent. Following a marked 
increase through 1980, farmers began reducing pork and 
beef production in 1981. We anticipate this trend will 
lead to a reduction of 3-4 percent in actual production 
for 1982. The sugar beet crop dropped 8 percent to 22.5 
mt in 1982. Since the sugar content of the beets is 
reported to be slightly higher than in 1981, total sugar 
production mdy reach a level of 3.4 to 3.5 mt, only 
slightly less than the 3.7. mt registered in 1981. 





In the trade area, imports of agricultural products from 
the United States fell from $293 billion in 1980, 

to $2.67 billion in 1981. Large declines occurred 
in U.S. shipments: of oilseeds and products (which 
accounted for 52 percent of total U.S. agricultural export 
value to the FRG), as well as nongrain feeds. The current 
market outlook is for some increase in the value of U.S. 
deliveries of soybeans and sunflower seed, which might, 
however, be offset by markedly lower purchases of corn and 
nongrain feeds. . 


In Brussels, as the debate on the 1983 price package for 
EC farmers got underway during the autumn of 1982, it is 
uncertain to what extent the demands of German farm 
organizations for higher prices might be countered by the 
new Bonn Government's increased emphasis on austerity 
measures. West Germany is the most significant 
net-contributor to the Common Market's budget. West 
Germany would thus pay the lion's share of the costs for 
increased surpluses of crops which may result from higher 
farm prices. The debate whether to curb imports of 
non-grain feed ingredients, which allegedly compete with 
more expensive EC-produced feedstuffs, is also likely to 
continue among the various interest groups in West Germany 
with uncertain outcome. 


Implications for the United States 


A recent market research study contracted for the U.S. 
Department of Commerce on sporting goods and recreational 
equipment suggests that the past decade has seen a 
considerable increase in sporting activity throughout 
Western Europe, partly through the availability of more 
leisure time and increased disposable income, but also due 
to a greater concern with health in general. The West 
Germans, with their comparatively high standard of living, 
have had the means and the inclination to improve their 
sports activities to even higher levels than other West 
Europeans. As participation in sporting activity has 
increased, there has been a definite trend to change the 
“sporting mix." Hence, there has been a clear move from 
the “team sports" to more “individual” pursuits, which 
enable the participant to be more flexible in his athletic 
program. Within this development, traditional individual 
sports like squash have prospered, as have newer ones like 
windsurfing. The last three years have also seen a 
considerable growth in sporting activities connected with 
the great outdoors, stimulated by a desire to get back to 





nature. One has only to look at the spectacular growth in 
hiking, cycling and camping to grasp this development in 
West Germany. Sporting equipment is thus an area where 
American firms might well be able to increase their sales 
in the FRG. 


The German Market for Security Equipment 


The market for security equipment in Gemany seems to be 
recession proof... In fact, experts estimate growth rates 
of 5 to 6 percent generally, and for electronic security 
products even a 10-—percent growth rate is projected. This 
development can be explained by the following 3. major 
factors: 1. growing crime rates; 2. the fear of riots 
organized by political groups and, 3. the fact that 
insurance companies reduce premiums if security equipment 
is installed. 


Optimistic expectations for growth rates in the security 
equipment industry have been confirmed at the recent 
international security exhibition "security ‘82" held from 
September 14 to 17 in Essen. About 15,000 visitors, from 
more than 50 countries, visited the 300 stands of 
exhibitors from 19 nations. This trade show has once 
again proved to be very important for the marketing of 
security equipment. This was certainly the impression of 
the 11 U.S. exhibitors who participated in the official 
U.S. group exhibition, sponsored and organized through the 
U.S. Department of Commerce and their Regional Export. 
Development Office in Bonn. 


This trade fair is held every year in September - 
alternately in Essen (FRG) and in Utrecht (the 
Netherlands). 


Given the attractive prospects for growth in security 
equipment sales, FCS Bonn plans to organize joint travel 
of European buyers of security equipment to the 
International Security Conference and Expo, in New York 
August 29-31, 1983. 


American firms in the security products field should 
consider both of these events in their marketing plans. 


Home Entertainment 


The whole field of home entertainment in West Germany 
seems very attractive for American suppliers over the next 





few years. Program material such as feature length films 
and other programming for cable television and home 
recorders seem to have above average growth. potential. 
Individual suppliers of home entertainment hardware, 
particularly those enjoying a technological edge over 
likely competition in Europe, might also be able to make 
sales. 


The new Federal Government in West Germany has stated that 
it supports a widening of the cable tv network. This 
represents a 180 degree turn from the former Government's 
policies. Some increased funding has already been 
included in the Bundespost budget for 1983, to extend the 
cable tv network. A new field is thus likely to open up 
in West Germany, if the present coalition is returned to 
power. The already obvious boom in tv games and home tv 
recorders has significantly widened the market for program 
materal, such as pre-programmed games on tape and feature 
length films, compatible with the European tv system. 
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Use the order form below to start your subscription to 
both series today. 
U.S. Department of Commerce e International Trade Administration 


ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


) Credit Card Orders Only 
Enclosed is $ ______- 0) check, oe 
CO money order, or charge to my St Total charges $______ Fill in the boxes below. 


Deposit Account No. Credit 

(TLILILLI-O ; Card No. ETI EAS IVI SEDER 
Expiration Date 

Orden Month/Year @CGaen 


Enter my subscription to: [] Overseas Business Reports at $44 per year ($55 overseas) 
0 Foreign Economic Trends at $90 ($112.50 overseas) 


Company Name 


* Individual’s Name—First. Last 


Street address 


City é State . ZIP Code 


(or Country) 


PLEASE PRINT OR TYPE 











